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Accounting developed first to serve the owner. When
it later became closely allied to working with all
levels of management, it adopted the authoritarian
ideas of the early part of the century. But is this
enough today?

IS ACCOUNTING GEARED TO TODAY’S NEEDS?
by Arthur B. Toan, Jr.
Price Waterhouse & Co.

of us who have made
cies, systems, principles of account
our careers in accounting
ing, budgets, and reports—are doing
in the “outside world.”
have been aware that accountants
That is what this article is about:
neither live nor act in a vacuum
the fact that accounting has an im
and that what we are doing has,
pact on human behavior, that it
in some way, an impact on those
may or may not be the kind of im
for whom we account. Most of us,
pact we imagine or would choose,
however, also are normally so tied
and that it is important to individ
up in problems of technique and in
ual accountants and to accounting
the recording and manipulating of
in general to know more about
numbers and the preparation of re
what we actually are doing so that
ports, or are so remote from the
individuals who are affected, that
we may, if need be, bring about
we do not know, think of, or per
a more productive result.
haps even care about what those
Accounting existed for many
surrogates of ourselves—our poli
centuries without much direct im
ost
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pact on behavior, except perhaps
on those at the very top of busi
ness and governmental organiza
tions. For most of that period, its
function was heavily oriented to
ward providing a private score
keeping on behalf of the owner,
manager, or tax collector. It was
so far removed from most of the
people involved in the actual oper
ation of the business that its char
acteristics and personality were of
little moment.
But, within the last century, a
new trend began to develop. Ac
countants were asked—or, on their
17

Accounting existed for centuries without much impact on behavior except on those at the
very top; within the last century it has dealt with individuals throughout the organization.

own, decided—to participate in the
managerial process by continuously
supplying data to many individuals
throughout the organizations they
served in order to aid them in
planning, budgeting, communicat
ing, directing, and controlling their
activities. As a result, the charac
teristics of accounting, accounting
systems, financial planning and
control systems, and reports have
assumed significance from a behav
ioral point of view.
As accountants moved into the
managerial process, they proceeded
to adopt or reflect a philosophy of
management. They did so of neces
sity, for no accounting system or
set of reports or group of financial
planning and control techniques is
or can ever be completely devoid
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of a point of view. Decisions as to
what information to record, what
information to report, how and in
what context to report it, etc. must
reflect some set of criteria and thus,
unavoidably, some type of philos
ophy, some bias, or some point of
view.
When accountants moved fairly
extensively into the managerial
process in the earlier years of this
century, they quite logically adopt
ed the managerial philosophy
which was strongest during that
period. It was one which they did
not create so much as take from
the ideas of industrial engineering,
organization theory, and economic
theory then in existence.
These were strong, powerful
ideas. They are, in fact, the dom
inant ideas prevailing today. It is
generally acknowledged that the
behavioral philosophy of modernday corporate accounting can be
traced, for the most part, to the
period from 1905 to 1920 and that
—no matter how great the changes
in society or our understanding of
the behavior of groups and of in
dividuals, or even of the develop
ment and application of different
theories of management—there

have been relatively few changes
in the underlying beliefs of ac
counting since then. These ideas
were strong enough so that, with
appropriate modifications, the same
can be said about accounting in
government.
Accountants continue to use,
without essential change, an eco
nomic theory which was developed
in response to the need for a phil
osophy which would explain, moti
vate, coordinate, and control the
kinds of enterprises which emerged
from the industrial revolution. Its
emphasis was on economic gain for
the enterprise, economic incentive
for the individual, and an econom
ically oriented decision making
process. We continue, with minor
modifications, to use an organiza
tion theory which reflects the engi
neer’s point of view—treating man
as an adjunct to or as an inferior
substitute for a machine and as
something to be taught and eco
nomically motivated to maximize
productivity. Finally, we use the
ideas of the “principles of manage
ment” school, which advocated a
departmental approach, grouping
activities according to their spe
cialty for their more efficient perManagement Adviser

formance, placing strong emphasis
on span of control, precise delega
tion of authority, accountability,
and clearly fixed responsibility.
In a chapter of a recent book,
*
Professor Edwin H. Caplan de
scribes the accounting model which
was built on this theory of manage
ment.
He does so in terms of a se
ries of behavioral assumptions—as
to organizational goals, as to the
behavior of employees, as to the
behavior of management, and as to
the role of management accounting.
I have listed them below, in a some
what modified form, as they might
apply to a combination of busi
ness and governmental institutions.
These assumptions are:

maximize the profits of the firm
(economic theory) or the efficiency
with which governmental services
are provided.
2. In order to perform this role,
management must control the ten
dencies of employees to be lazy,
wasteful, and inefficient (scientific
management).
3. The essence of management
control is authority. The ultimate
authority of management stems
from its ability to affect the eco
nomic reward structure (scientific
management).
4. There must be a balance be
tween the authority a person has
and his responsibility for perform
ance (principles of management).

Respecting organizational goals

1. The primary function of man
agement accounting is to aid man
agement in the process of profit
maximization or the achievement of
efficiency (scientific management).
2. The accounting system is a
goal-allocation device which per
mits management to select its op
erating objectives and to divide and
distribute them throughout the
firm, assigning responsibilities for
performance. This is commonly re
ferred to as “planning” (principles
of management).
3. The accounting system is a
control device which permits man
agement to identify and correct un
desirable performance (scientific
management).
4. There is sufficient certainty,
rationality, and knowledge within
the system to permit an accurate
comparison of responsibility for
performance and the ultimate bene
fits and costs of that performance
(principles of management).
5. The accounting system is
“neutral” in its evaluations—per
sonal bias is eliminated by the ob
jectivity of the system (principles
of management).
This sounds like a pretty good
description of most business ac
counting systems. If one eliminates
the element of profit, it bears a
strong relationship to those which
are prevalent in government circles,
too. Except for the encouragement

1. The principal objective of or
ganizational activity is profit maxi
mization or, in its absence, effi
ciency—the efficient delivery of
goods and services (economic
theory).
2. This principal objective can
be segmented into subgoals to be
distributed throughout the organ
ization (principles of manage
ment ).
3. Goals are additive; what is
good for the parts of the organi
zation is also good for the whole
(principles of management).
Respecting participant behavior

1. Managers and employees are
motivated primarily by economic
forces (economic theory).
2. Work is an unpleasant task
which people will avoid whenever
possible (economic theory).
3. Human beings are ordinarily
uninterested, inefficient, and waste
ful (scientific management). If
money is available to be spent, they
will find a way to spend it.
Respecting management behavior

1. The role of management is to
* Edwin H. Caplan, “Behavioral As
sumptions of Management Accounting,”
Accounting and Its Behavioral Implica
tions by William J. Bruns, Jr., and Don
T. DeCoster, McGraw-Hill Book Com
pany, New York, 1969, pp. 113-130.
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Respecting management accounting

Accountants continue to

use, without essential change,
an economic theory which
was developed in response to

the need for a philosophy
which would explain,
motivate, coordinate, and
control the kinds of enter

prises which emerged from

the industrial revolution.
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Will those with different and more radical philosophies someday storm the
conventions and conferences of the accountants—even as they today do
those of other professions?

of participation in the budgeting
process, and even then within fairly
restrictive limits, the accounting
systems of most organizations will
not be all that different from those
created in response to the assump
tions which Professor Caplan has
set forth.
Should this be the case? Let’s
say, for the sake of argument, that
we really don’t know and that may
be some questions need to be asked
and answered to find out. What
would a few of these questions be?
The following are indicative:
• Should the fact that serious
doubt exists as to whether the eco
nomic and organizational theories
underlying our accounting systems
properly or fully describe the forces
which motivate both managers and
employees lead us to change pres
ent accounting systems?
• Do you think that the account
ant’s philosophy contributed to
what Douglas McGregor had in
mind when he wrote in The Hu
man Side of Enterprise that a real
istic picture of man is that he is
20

basically an active, potentially cre
ative, autonomous, growing organ
ism and that much of his unsatis
factory behavior in organizational
settings is a result of the environ
ment’s rules, rewards, and manage
ment styles, rather than his basic
character?
• Consider Maslow’s increasing
ly accepted theory that man has a
five-step hierarchy of needs which,
in ascending order of importance,
are: 1. the satisfaction of physio
logical needs, 2. safety, 3. social
affection, 4. esteem, and 5. self
fulfillment. Since accounting con
tinues to look at man as essentially
an economic creature, do you think
that accounting has failed in its
job?
• When Erikson, Lewin, Argyris,
etc. have set forth essentially sim
ilar ideas broadly reinforcing Mas
low’s theory, have accountants been
listening?
• In short, are the economic and
organizational theories on which
accounting and financial planning
and control systems have been

built still relevant and valid—if, in
fact, they ever were? Or, if valid,
should they be partially modified?
Is man in the 1970’s the same ani
mal he was 50 years ago?
Let us now shift our focus some
what and consider these questions:
• Is there something about the
kind of person who becomes an
accountant, or is it the nature of
his techniques, or is it some ac
quired desire to deal only with
transactions in which a third party
sets values in monetary terms,
which leads him to a value system
in which economics is very, very
much the king and to a form of
scorekeeping from which noneco
nomic costs and values are elim
inated?
• Stated in a more extreme form,
does the accountant by the way he
keeps score help to shape and re
inforce a particular style of man
agement which perhaps would have
evolved differently under a differ
ent accounting philosophy and per
haps would change in the future
if accounting were to change?
• Stated at its most extreme, will
those with different and more rad
ical philosophies someday storm
the conventions and conferences of
the accountants—even as they to
day do those of doctors, historians,
teachers, and political scientists—
contending that the bias of ac
countants supports a pattern of
behavior by the managerial estab
lishment which they would like to
see changed?
• In short, does the present style
of accounting exist because it sup
ports a style of management, or is
it rather that this style of account
ing, because it does exist, serves
as a constraint on a management’s
ability to change if, in fact, it wants
to?
Or, to shift the point of view
once again:
• Is it possible that some or
much of accounting—either because
of or in spite of its value for eco
nomic decision making and for
economic scorekeeping—is counter
productive as a motivational tool?
Should it be altered, superseded, or
supplemented if it is to achieve a
Management Adviser

primary purpose of motivation in a
positive sense?
• Or should accounting concen
trate on economic and efficiency
measurements alone and encourage
the development of other systems,
presumably devised and operated
by nonaccountants, to provide an
appropriate balance with account
ing-oriented results?
• Or is it even true, as some
people seriously contend, that the
long-range results of accounting
based planning and control include
degrees of tension, hostility, dis
trust, self-preservation, and a con
centration on personal and smallgroup goals which emerge in neg
ative attitudes toward the company
or business or the government as
a whole?
• Under present or future sys
tems, should this then mean that
the present tendency to make a
widespread distribution of account
ing data should be reversed if it is
to continue in its present form?
Or, to ask a few questions in
more concrete form:
• What type of participation in
goal setting and in the budgetary
process is actually most productive
in setting budgetary goals?
• What happens when budgets
are loose or tight, when options are
limited, when opportunities to
change are small?
• What happens when the size
of the group being measured is
increased or decreased?
• What happens when both eco
nomic and noneconomic measure
ments are employed?
• What happens when the orien
tation of the accountant changes
from control to support?
• What happens when the ori
entation of the auditor undergoes
a similar kind of change?
• And, in a somewhat different
field, what happens to management
decisions when the accounting prin
ciples used are changed or the
form and content of accounting re
ports are altered?
Finally, we might ask:
• Should we consciously try to
reduce the role of accounting as a
behavior-causing instrument?
November-December, 1971

Should accounting strive to be cold, aloof, economic, and as neutral and unin
volved as it can be, accepting the possibility that it may not fit in with
newer concepts of the behavior of man or the changing desires of society?

• Should accounting strive to be
cold, aloof, economic, and as neu
tral and uninvolved as it can be,
accepting the possibility that it
may not fit in with newer concepts
of the behavior of man or the
changing desires of society, delib
erately doing so in order not to
be swept up in internal attitudes
and motivations?
• Should it strive just to present
its view of long-term truths and its
view of reality as it would be seen
by an unsympathetic investor or a
critical citizen of society?
• Should accounting, in short,
try to leave the cheering to others
and concentrate on performing just
an umpire/scorekeeper role to the
best of its ability?
The questions one could ask are
obviously numerous; the purpose of
this enumeration has been only to
suggest. No—that is not really true.
Its purpose has been to state: 1. that
accounting and accountants are ex
tremely important mechanisms and
people in the organizations where
they are at work; 2. that they have

great impact on the attitudes and
behavior of people in ways about
which relatively little is known; and
3. that there are many reasons to
believe that the behavioral assump
tions underlying much of account
ing may be inconsistent with what
experts in human or organizational
behavior are saying is and/or
should be the case.
Its purpose also has been to
point out that there exist the begin
nings of a lot of research in this
field. Much of it is exploratory,
with results which are somewhat
tentative, as one might expect at
this stage of events. However, the
topics are interesting and indica
tive of what is being done. The
following list is broadly indicative:
“Budgeting and Employee Be
havior,” “Budget-Induced Pressure
and Its Relationship to Supervisory
Behavior,” “The Effects of Partici
pation,” “Studies in Group Deci
sion-Making,” “An Experimental
Study of Group Cohesiveness and
Productivity,” “Aspiration Levels,
Attitudes, and Performance in a
21

Goal-Oriented Situation,” “Interre
lationships Among Levels of Aspir
ation, Performance, and Estimates
of Past Performance,” “The Behavi
oral Properties of Variance Con
trols,” “The Behavioral Implica
tions of Accounting Measure
ments,” “Dysfunctional Conse
quences of Performance Measure
ments,” “The Effect of Frequency
of Feedback on Attitudes of Per
formance,” “Some Effects of Com
munication Patterns on Group Per
formance,” “The Behavioral Impli
cations of Internal Control,” “The
Behavioral Effects of Audits,” and
“Approaches to Auditing Which
Will
Maximize
Organizational
Value.”
Possible future role
Finally, the purpose of this ar
ticle has been to provide the basis
for suggesting that much remains
to be done in which business, gov
ernment, the professions, and aca
demia can and should play a part.
The “how,” the “where,” and the
“why” could be discussed for each
of these groups individually; they
will differ and be the same. Per
haps, however, the more useful
would be to repeat what I sug
gested to a group of Federal
Government accountants several
months ago, for it indicates in some
detail some of the answers one
group might find and the kind of
role it might play. In my talk to
them, I said:
“What has this got to do with
you? First, and most obvious, as
representatives of a large and im
portant group of accountants, you
are interested in anything which
has or can have a significant im
pact on your field of endeavor. Sec
ond, you collectively influence the
behavior of a very large number
of people. Third, you provide a
simply enormous laboratory in
which to study some aspects of
this subject effectively.
“Why should I make the last
point? One reason is that since the
profit motive is lacking in govern
ment, the opportunity exists to
study the impact of accounting on
22

expenditures alone. In a laboratory
sense, therefore, the results are
more certain because they are more
pure.
“On the other hand, because the
profit motive is not present, you
can and have tried to find other
measures of the benefits derived
from expenditures and thus have
acquired considerable experience in
the noneconomic field. You can use
or test this knowledge in the ac
counting field.
“Also, since you are large, wide
spread, and organizationally de
centralized, you can experiment
simultaneously in essentially simi
lar organizations and thus be able
to compare the results more read
ily. You can change the nature,
frequency, and content of informa
tion; the size and composition of
the unit; the tightness or looseness
of control; and other significant
characteristics and see what hap
pens. You can make interunit com
parisons which smaller organiza
tions can make only with difficulty.
“Another reason is that, since you
often are altering in some way
what you as accountants are trying
to do, you have a chance to ob
serve ‘the before and after’ and
even ‘the during.’ In fact, you have
at this moment a chance to ana
lyze the behavioral assumptions,
the predicted behavioral effects,
and the actual consequences of one
of the really large-scale accounting
changes made in recent years—the
introduction of Planning-Program
ing-Budgeting Systems. If you
wish, in fact, you can chase the
secondary
consequences
down
through other levels of government
and even into nongovernmental or
ganizations in those instances
where such Federal grants have
been made.
“And, the final reason I would
like to mention is that, because
you have people who are capable
of thinking about matters such as
I have described, you can produce
useful results.”
The opportunities resting in the
hands of government accountants,
important as they may be, do not
preempt the field. The worlds of

business and of the accounting pro
fession and of government reflect
elements in common, but they are
by no means identical, even in
those areas in which they overlap
to some degree. The role of profit
in the world of business is itself
enough to differentiate the tech
niques and role of accounting in
business organizations. When one
adds such factors as the nature
and flexibility of demand and its
consequences, the characteristics
of blue- and white-collar business
employees and their organiza
tions, corporate compensation and
personnel practices, and the pres
ence of lenders and investors with
heightened economic interests, the
opportunities to look meaningfully
at the interrelationship of account
ing and behavior in this arena be
come ever so clear.
Accounting’s “Hawthorne”
In conclusion, I would like to
mention an incident which is now
a commonplace point of reference
in the behavioral field. When a
couple of people, studying the im
pact of differences in physical
working conditions on employee
productivity in a plant in a town
called Hawthorne, finished their
work about 40 years ago, they
found out a fair amount about what
they set out to discover. They
found out even more about the
behavior of groups and of indi
viduals and about the attitudes
and behavior of individuals as
members of groups in that set
ting. As a consequence, they set
in motion ideas which have greatly
influenced much of the subsequent
thinking about the motivation and
behavior of industrial workers—
and, in fact, of all employees.
One just has to believe there is
the Hawthorne equivalent waiting
to be realized in the field of ac
counting-induced behavior or be
havior-induced accounting and
that, in their own way, the forces
set in motion by this knowledge
will be of great significance—both
for accountants and for those for
whose performances they account.
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